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CAUTION REGARDING FORWARD-LOOKING STATEMENTS 

 
Bank of Montreal’s public communications often include written or oral forward-looking statements. Statements of this type are 

included in this document, and may be included in other filings with Canadian securities regulators or the U.S. Securities and 

Exchange Commission, or in other communications. All such statements are made pursuant to the “safe harbor” provisions of, 

and are intended to be forward-looking statements under, the United States Private Securities Litigation Reform Act of 1995 and 

any applicable Canadian securities legislation. Forward-looking statements may involve, but are not limited to, comments with 

respect to our objectives and priorities for 2016 and beyond, our strategies or future actions, our targets, expectations for our 

financial condition or share price, and the results of or outlook for our operations or for the Canadian, U.S. and international 

economies. 

 

By their nature, forward-looking statements require us to make assumptions and are subject to inherent risks and uncertainties. 

There is significant risk that predictions, forecasts, conclusions or projections will not prove to be accurate, that our assumptions 

may not be correct and that actual results may differ materially from such predictions, forecasts, conclusions or projections. We 

caution readers of this document not to place undue reliance on our forward-looking statements as a number of factors could 

cause actual future results, conditions, actions or events to differ materially from the targets, expectations, estimates or intentions 

expressed in the forward-looking statements. 

 

The future outcomes that relate to forward-looking statements may be influenced by many factors, including but not limited to: 

general economic and market conditions in the countries in which we operate; weak, volatile or illiquid capital and/or credit 

markets; interest rate and currency value fluctuations; changes in monetary, fiscal, tax or economic policy; the level of 

competition in the geographic and business areas in which we operate; changes in laws or in supervisory expectations or 

requirements, including capital, interest rate and liquidity requirements and guidance; judicial or regulatory proceedings; the 

accuracy and completeness of the information we obtain with respect to our customers and counterparties; our ability to execute 

our strategic plans and to complete and integrate acquisitions, including obtaining regulatory approvals; critical accounting 

estimates and the effect of changes to accounting standards, rules and interpretations on these estimates; operational and 

infrastructure risks; changes to our credit ratings; general political conditions; global capital markets activities; the possible 

effects on our business of war or terrorist activities; outbreaks of disease or illness that affect local, national or international 

economies; natural disasters and disruptions to public infrastructure, such as transportation, communications, power or water 

supply; technological changes; and our ability to anticipate and effectively manage risks associated with all of the foregoing 

factors. 

 

We caution that the foregoing list is not exhaustive of all possible factors. Other factors and risks could adversely affect our 

results. For more information, please see the Enterprise-Wide Risk Management section on pages 86 to 117 of BMO’s 2015 

Annual MD&A, which outlines certain key factors and risks that may affect Bank of Montreal’s future results. When relying on 

forward-looking statements to make decisions with respect to Bank of Montreal, investors and others should carefully consider 

these factors and risks, as well as other uncertainties and potential events, and the inherent uncertainty of forward-looking 

statements. Bank of Montreal does not undertake to update any forward-looking statements, whether written or oral, that may be 

made from time to time by the organization or on its behalf, except as required by law. The forward-looking information 

contained in this document is presented for the purpose of assisting our shareholders in understanding our financial position as at 

and for the periods ended on the dates presented, as well as our strategic priorities and objectives, and may not be appropriate for 

other purposes. 

 

Assumptions about the performance of the Canadian and U.S. economies, as well as overall market conditions and their 

combined effect on our business, are material factors we consider when determining our strategic priorities, objectives and 

expectations for our business. In determining our expectations for economic growth, both broadly and in the financial services 

sector, we primarily consider historical economic data provided by the Canadian and U.S. governments and their agencies. See 

the Economic Review and Outlook section of our Second Quarter 2016 Report to Shareholders. 

 

Non-GAAP Measures 

 

Bank of Montreal uses both GAAP and non-GAAP measures to assess performance. Readers are cautioned that earnings and 

other measures adjusted to a basis other than GAAP do not have standardized meanings under GAAP and are unlikely to be 

comparable to similar measures used by other companies. Reconciliations of GAAP to non-GAAP measures as well as the 

rationale for their use can be found on page 5 of Bank of Montreal’s Second Quarter 2016 Report to Shareholders and on page 

33 of BMO’s 2015 Annual Report all of which are available on our website at www.bmo.com/investorrelations. 

 

Examples of non-GAAP amounts or measures include: efficiency and leverage ratios; revenue and other measures presented on 

a taxable equivalent basis (teb); amounts presented net of applicable taxes; results and measures that exclude the impact of 

Canadian/U.S. dollar exchange rate movements, adjusted net income, revenues, non-interest expenses, earnings per share, 

effective tax rate, ROE, efficiency ratio and other adjusted measures which exclude the impact of certain items such as, 

acquisition integration costs, amortization of acquisition-related intangible assets, decrease (increase) in collective allowance for 

credit losses and restructuring costs. 

 

Bank of Montreal provides supplemental information on combined business segments to facilitate comparisons to peers. 

http://www.bmo.com/investorrelations
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Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
I think we can get started. Tom, thank you for joining us. Just as an intro, BMO is the eighth largest bank in North 
America. It provides personal and commercial banking services to over 8 million customers in Canada and over 2 million 
in the U.S.; operates a strong Wealth Management and Capital Markets business in North America and select global 
markets. And we'll touch on those businesses in the presentation. 
 
Tom joined the Bank in 1992, has held a number of senior executive positions including Chief Risk Officer and positions 
within Investment and Corporate Banking. Tom has been the Bank's CFO since 2011. 
 
Before we begin, I've been asked to remind you that Tom's comments today may include forward-looking statements. 
Actual results can differ materially from forecasts, projections or conclusions in these statements. Listeners can find 
additional details in the public filings of BMO Financial Group. 
 
With that, Tom why don't I start with a few questions and certainly if there're any questions from the audience, please 
raise your hand. I'm happy to take them. Tom, the Bank reported strong quarterly numbers, I believe it was  last week. 
Maybe we can start there if you can give us  a sense of  some of the highlights? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Sure, happy to do that, and thank you for the welcome and the invitation to be here. We did report our Q2 results last 
week and had what we thought was a good quarter, as you said. Earnings per share were up 8% for the quarter, and that 
number excludes a write-down we had in our Wealth Management business of an investment, it was about $80 million 
after-tax write-down. And in the numbers that I give, because that was a one-time item, I'll exclude that item which is 
prominently disclosed in our disclosure documents. Earnings per share up 8%, which we felt good about, supported by 
good results in our operating groups. Our Canadian Banking business, which is our largest single business representing 
about 45% of the total, had income that was up 8% year over year. 
 
Our U.S. Banking business was up in Canadian dollars 27% year over year, 21% in U.S. dollars. And the segment there 
benefited from an acquisition that we closed in Q1, and it was the acquisition of the GE Transportation Finance business. 
But even excluding the acquisition, we had one of the better quarters that we've had in some time. 
 
And our Capital Markets business had a good quarter, earning about $290 million, and the pre-tax pre-provision growth 
was 10%. So, good performance from across the divisions. 
 
The Wealth Management business was down a bit from last year. We had a very strong insurance earnings stream a year 
ago, and we had sort of more normal insurance earnings in the current quarter. And then the traditional wealth part of our 
Wealth segment was flat year over year at the net income line, due to equity markets being down by about 11%, looking 
at the Canadian stock exchange. 
 
We have been focused on doing a good job on expense management and managing our operating leverage. Operating 
leverage in the quarter, in constant currency, was 1.7%, and for the year to date it's 2.4%, and we feel good about those 
numbers. Our mid-term target is to produce operating leverage of above 2%, and we're looking good on that measure for 
the year-to-date performance. And then on credit, which we'll probably touch on later, loan losses were up. We've guided 
to losses moving up through the balance of the year, but they were still very manageable at about 23 basis points of loss, 
and with that we were able to comfortably earn through the higher rate of provisioning that we're seeing related to oil and 
gas. So overall, good quarter, in part because of the diversification in our business. And Canadian Banking is about 45% 
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of the total business from an income perspective, and our other three businesses, Wealth, Capital Markets and the U.S. 
Banking, make up the balance in relatively even parts. And we find that having a diversified business mix serves us very 
well through time and that it gives us a more robust income stream through different environments, and that was the case 
in our second quarter. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
Tom, you mentioned credit, oil and gas is obviously top of mind with many investors. I think the portfolio for you guys is 
about 2% direct exposure, 2% of total loans. Maybe you could touch on that a little bit. How do you think about cumulative 
losses in that portfolio, and maybe you can touch on what's driving any differences on what you're experiencing in the 
Canadian part of that portfolio versus the U.S.? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Sure. So, just a few numbers related to the size of our oil and gas related portfolio. The total portfolio is around 2% of our 
total loans, and that includes E&P companies, service companies that make up about 20% of the total -- sorry, pipeline 
companies which make up about 20% of the portfolio, and service companies. And the E&P portion is around 70% of the 
total. Just under half of the portfolio is investment grade rated, and the dollar amount is about $7.3 billion and that's the 
drawn amount. Undrawn is around $7.5 billion and 60% of that is investment grade. So, at that size we're very 
comfortable with the exposure, it's not outsized at 2% of loan portfolio, and it's performing in line with expectations. 
 
Our consumer portfolio in the province of Alberta, which is the biggest energy producing province in the country, is 6% of 
total loans. So, again not outsized at all relative to the total portfolio. And as we've talked about the impact of low energy, 
at a very high level we've had two messages that we've been communicating. One is, we expect loan losses to go up, 
because there is an economic cycle playing out in the energy producing regions. And second point is, we don't think they'll 
go up in a way that will be dramatic or high impact for the Bank, and that's simply because the portfolio isn't that large in 
the overall mix of the business. For the year, we've guided to loan losses in the range of 20 to 25 [sic] basis points of 
loans. That's up from around 20 basis points last year, the increase would represent expected higher losses from oil and 
gas. 
 
Year-to-date, our performance has been better than that guidance. In Q2, we were 23 basis points of loss versus the 25 to 
28 basis points guidance. And looking forward, we've really reiterated the guidance, expecting loss over the next two, 
three, four quarters in the 25 to 30 bps zone. The better performance this quarter, I would attribute really just to some 
normal variation around a broader trend, as opposed to reading anything more significant into it. Loan losses in any 
quarter can be a little better or a little worse than you think they're going to be, and fortunately for us they were a little 
better in the current quarter but we haven’t changed the basic guidance. Clearly, with oil where it is relative to where it 
was 6 months ago, we’re feeling a little better about things so the current price is helpful. And then on the cumulative loss 
side, as we look at our portfolio and how we expect it to perform through time, we expect losses that are below the 5% 
level on the direct exposures that we've got, and that would be covered by the broader guidance that we've given. 
 
So the big two messages are: for sure losses will go up in a sense that that is an ordinary thing when you go through a 
downturn; secondly, the business is big and diversified and given the size of the portfolio, our expectation is that we will 
earn through the higher losses. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 
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 Are you seeing any differences between exposures in Canada versus the U.S.? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
The structure of the lending is a little different in the two countries, and this is a general statement, so there's truth in it but 
you don't want to take it too far at the same time. And on average, based on what we see in our portfolio, the companies 
in the U.S. are somewhat more highly levered and so have sort of more financial risk in their capital structures. But our 
position tends to be a senior position. And so we don't think the net risk profile for us is really higher in the U.S. versus 
Canada, although the leverage tends to be higher. And then in Canada, somewhat more of the bank credit is pari passu 
with bond creditors, whereas in the U.S. you've got sort of more of a hierarchy in the capital structure. 
 
So net-net when we do stress testing, within a margin of error, the losses tend to emerge in the stress work we've done 
relatively in proportion to the size of the portfolios split between Canada and the US. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
Can you touch on the contagion, so are you seeing oil and gas contagion across other exposures and what are your 
expectations or your concerns going forward? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
So we're not seeing any contagion at all, I would say. And early on when energy turned lower, we asked ourselves that 
question. We wondered if that might be the case, but to date we haven't seen any contagion and we're not expecting to 
see any. And the big reason for that is the rest of the country is doing fine and that's true of the Canadian economy and 
it's true of the U.S. economy as well. Interest rates are low. We expect Canadian GDP growth this year of around 1.5%, 
around 2% next year. U.S. numbers a little bit higher. And low energy prices are stimulative to the economy outside of the 
producing region. So the economic environment is sort of just fine, and that's helping. 
 
And at a sort of human behaviour level, although there are some difficult times in the energy producing regions as people 
work through the impact of the low energy prices, people outside of those regions recognize that the economy is different. 
And structurally the economy in Canada or British Columbia would be very different than the economy in Alberta. And I 
think the consumers in the country recognize that they're not subject to the same pressures that exist in the energy-
producing regions. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
If there are questions in the audience, please raise your hand, I'm happy to take them. Moving to real estate, there's been 
a lot of talk about housing market in Canada being a bit overheated perhaps. What's your view of the market and how 
does the Bank manage risk to real estate accounts? 
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 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
So the market has done very well. I would say better than our expectations in the big cities. And the larger cities of 
Toronto, Vancouver, and to a lesser degree Montreal, have had markets that are pretty active and robust. Outside of 
those big centers, the market is more stable. And in the bigger cities, you've got some unique factors that are contributing 
to the strong performance and they vary by city. But in the City of Toronto, the city grows every year, there's significant 
migration into the city. There's a greenbelt around the perimeter of the city, as part of the city's urban plan, and so real 
estate is valuable within the city and we've had some vertical development as a result of the growth and the greenbelt. 
And the market feels like it's in a solid place, and we see the market pretty much in supply-demand balance given the 
inflow that comes into the city. And affordability is fine, although house prices are up and consumer leverage is up in 
Canada, given that interest rates are low. 
 
In the Vancouver market, there is a large element of the market that is driven by some foreign inflow of capital. And the 
market is more expensive relative to income than it is in Toronto or other parts of the country. That's been the case for 
some time. And I'd say, we were not expecting the foreign capital that is flowing in to stop, if it did we would expect the 
market to be down by some amount. And to protect ourselves against the risk of the market there moving down, we do, 
when we underwrite mortgages, require a higher percentage down payment for more expensive properties to cover the 
risk in that market. 
 
And then just more generally, I'd say, overall we're very comfortable with our Canadian mortgage portfolio. Around 60% of 
the total portfolio is insured. The insurance is backed by the federal government, so we don't have counterparty exposure 
with that insurance. And the loan to value on the uninsured part of the portfolio is 57%. And so, we've got significant 
equity balance beneath our uninsured mortgage position, which makes us feel good. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
You spoke a little bit about the factors affecting the economy in Canada. Maybe you can elaborate on that a little bit, give 
us a sense of where the Bank is seeing the state of the economy in Canada. And the 25%, or so, of your business in the 
U.S., what are you seeing in the U.S. economy and maybe do that on a relative basis? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Sure. So, overall in Canada, we're expecting growth in the range of 1.5% for the current year, moving up to about 2% 
next. And that contrasts with pushing 2% for the U.S. in the current year, and sort of pushing 2.5% for the U.S. side next 
year. So growth in Canada is slightly lower, with that reflecting a drag on growth coming from the oil producing regions. 
 
And the province of Alberta, which again is the big producing region, represents about 18% of the Canadian economy, 
and there, there is a contraction going on. And to us, as a general statement outside of that area, the two economies feel 
pretty similar. We see a stable and solid base to business confidence and consumer confidence in both countries. We're 
living with an economy that's growing. It's kind of new normal growth and that's what we expect, and we think that's what 
people are coming to expect. And so 2% growth to us isn't a bad thing, and it's kind of a sub-potential performance that 
more reflects our broader expectation around economic growth rates being somewhat lower than they were pre-crisis. 
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And importantly, again we think confidence is pretty good in both countries. The Canadian dollar has depreciated 
meaningfully over the last couple of years. That's helped the export part of our economy and it takes time for that to fully 
develop. So our hope and expectation is that there will be more upside in the export market coming from the lower 
Canadian dollar, and interest rates are a little lower in Canada, which relates to the dollar move and it's also helpful for 
consumers. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
How do you compare the relative opportunities for BMO in the U.S. versus Canada? Maybe you can talk about where you 
see the profitable organic growth opportunities for the Bank on a relative basis? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Sure, so I guess a few things in that regard. We do think we have a good mix of business from a growth perspective for 
the opportunities that exist in the environment. And first point would be true for both the Canadian business and the U.S. 
business, and it is that we're stronger in commercial lending than personal lending in both countries. 
 
In Canada, our commercial lending share is approaching 20% and it's number 2 in the market. In the U.S., we have very 
strong growth and very good performance in the Midwest part of the market and our commercial business is larger than 
our personal. And we think given consumer leverage in both countries, we're likely to have better growth in commercial 
lending over the next one, three, five years than we are in personal lending, and our recent numbers bear that out. In the 
last quarter, our Canadian commercial growth was 10% and our U.S. commercial growth was 13%. So we feel good about 
performance there. 
 
In the U.S. business, we do see upside in our personal lending business. The aggregate portfolio there hasn't grown in 
the last few years in part because we have been reducing the higher risk parts of an acquired portfolio, and we're 
expecting that portfolio to turn to growth with the mortgage and home equity portfolio later this year, and so we're 
expecting upside there and we hope to get it. And as well in the U.S., we've had one Fed rate increase and it looks like 
we're going to get another in the summer, at least that would be our read, and maybe more. And we have a nice interest 
rate sensitivity in the U.S. business, a 100 basis point increase in U.S. rates is around $150-$160 million of revenue to us 
and about $100 million of that is off of the short end of the curve. So we've had some benefit from that in our results year 
to date from the one that we've had, and we hope that we have more. 
 
And then just a couple more points. In our Capital Markets business, we have what we describe as a bulge bracket 
Canadian firm. We're active in all parts of the Capital Markets business, we have strong share positions, typically in the 
Top 3. And in the U.S., we're focused on the mid-cap part of the market, and we've invested in that platform over the last 
five years or so by adding talented people to the platform. And we think that we've got an ability to drive more revenue off 
of the expense base that we've built, and we see traction in that business. So we're expecting to grow the revenues in 
U.S. Capital Markets, and to have good operating leverage as a result, because we're basically paying market comp, 
which you need to do in order to retain people, and driving below market revenue per producer. So we're expecting 
outsized growth from the U.S. Capital Markets business, just from the investments that we've made continuing to run. 
 
And then, Gilles Ouellette who heads up our Wealth business would give me a kick if I didn't mention Wealth, and two 
things on Wealth. Number one, we've had very good growth over a long period of time. Over last five years or so, we've 
had double-digit income growth aided by acquisitions, but also organically, and the business has been well managed. The 
numbers in the current quarter, as we talked about earlier, were softer that reflects equity markets, but through time, we 
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do expect to continue to have good growth in Wealth and it does represent almost 20% of our Group income. And so, it's 
a large part of the Bank and we do think, somewhat under-appreciated contributor to the Bank results. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
You started to talk about this a little bit, maybe you can elaborate. When you think about Harris Bank, what in your mind is 
going well at Harris Bank, and what are the areas that you think the Bank can improve? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Sure. Harris Bank, which we've now branded BMO Harris Bank, we acquired in the early 1980s, it was a Chicago Bank. 
And then, in 2011, we closed the acquisition of M&I Bank which was headquartered in Milwaukee, and that basically 
doubled the size of our U.S. Banking business.  It gave us an operation with about 600 branches in the upper Midwest, 
and a number 4 position in the market overall in the upper Midwest states that we compete in. 
 
To date, we've been very happy with the commercial business, I talked about that a little bit earlier. We've averaged about 
15% year-over-year loan growth for 2.5 years. So, very strong performance with that coming from the fact that both Harris 
and M&I had strong legacy commercial banking businesses. And together, we've got a real powerful competitor in the 
market. And we've had great management of the business, and we've deployed best practice. So we feel really good 
about the commercial growth that we've had, and we're expecting it to continue, although with the growth more or like 
10% just given the fact that the denominator is that much bigger. 
 
On the personal side of the business, I touched on this as well, we've been running down some higher risk parts of the 
portfolio for a period of time. The U.S. consumer has been deleveraging, and so we haven't seen that portfolio growing 
yet. We very much wanted to turn to growth mode, and we're expecting that to occur in the second half of the year. And 
we do see a meaningful ability to grow that part of the business. And one set of numbers related to that, in the Chicago 
market we have an 11% or 12% deposit share, so very strong deposit share in the market. And our mortgage share is in 
the order of 3%. So we're significantly underrepresented in the mortgage product and we're putting more energy into 
growing that part of the business. 
 
And then last point would be around deposits. We've had good growth in the deposit part of the business, and we expect 
that to continue and profit potential of that part of the business will increase nicely as we talked about earlier, if and when 
we get another move from the Fed. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
When we think about acquisitions, I guess the last acquisition that the Bank made was in the U.S., predominantly a U.S. 
business in the BMO Transportation Finance acquisition. Can you talk about why that acquisition made sense from the 
Bank's perspective and how it was approached? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  
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Sure, so we acquired GE Transportation Finance business in a transaction that closed in December of last year. 
Transaction size was about $10 billion in loan balances. And it was a good fit for our business for a few reasons. Number 
one, as we talked about, we have a strength in commercial banking in Canada and the U.S., and the Transportation 
Finance business is a commercial banking business. And so it fits nicely with our strength. Second point is that, it's a 
leading business; they're a leader in their segment of the market. They have about 20% share of the Transportation 
Finance market in the U.S. And we were happy to sort of buy a business that had that kind of a strong position and could 
operate successfully and continue to do so. And we've had great success in keeping the management team and the 
customer base, and the integration is going well. So acquiring a leading business isn’t something you get the chance to do 
all that often, and we did have that opportunity with this acquisition. 
 
And then last point would be that it was a nice transaction from a financial perspective, in that we had some excess 
liquidity in our U.S. Bank and some excess capital. And we were able to bring these assets on board, which improved the 
profitability of the entity in a nice way. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
So before the Transportation Finance acquisition, F&C was the largest acquisition for BMO and that was a few years 
back. Can you talk about what the Bank's overall approach is to acquisitions? And also touch on, when you think about 
M&I which is six or so years ago, is building BMO Harris further through acquisitions is something that you guys think 
about or actively pursuing? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
So, a few things. The first point would be that we did just close the acquisition of the Transportation Finance business, 
closed in Q1, reduced our capital ratio by 60 basis points. And so, the immediate focus at the Bank is on integrating that 
acquisition, and the integration is going well, and building the capital ratio back up somewhat, although we're in a good 
position at 10% CET1 ratio. And then beyond that, the focus for acquisitions would be in our Wealth Management 
business where, as you said, we have been active, acquiring F&C Asset Management about 2.5 years ago. And in Wealth 
Management, we like the Asset Management business, which is a large business for us now. And also Private Banking, 
which is also one of our larger Wealth Management businesses. 
 
On the U.S. Bank side, we do think the acquisition of M&I gave us critical mass in the Midwest states that we compete in. 
That doubled the size of our U.S. Banking business and with that, gave us, we think, a platform that has scale in our 
markets, and is able to compete effectively. And so, other things that we would do in U.S. Banking would be smaller in 
size and sort of tuck-in type acquisitions that will complement the existing business that we've got. But as I said, the 
immediate focus, given that we've just closed the transaction, is on getting the integration done, doing a good job of it, and 
taking the capital ratio up a bit. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
Digital banking is obviously a big topic across the sector, across geographies. What does digital banking mean to BMO? 
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 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Well, I think it means that you need to move with the times, and to be relevant to your customers in different ways, and 
we're doing that. We have a great set of mobile apps for our Personal Banking business. We've invested in those over 
time. We have very good online banking capabilities. We have a check image capture capability in our U.S. business. We 
have a biometric credit card, and we were the first bank to introduce that. Sounds a little bit scary almost, but biometric 
card means that the card will work with fingerprints and facial recognition technology, and that's mainly for online 
purchases. 
 
So, I'd say we're investing significantly in mobile-related things and also new format branches, which are smaller and 
lighter touch, in order to keep a strong position with our business and to do business in the way that our customers want 
to do business. 
 
And then a little bit under the surface, we've also been working very hard over the last few years to redo the technological 
infrastructure that underpins our client-facing apps. And we've re-wired a lot of our infrastructure and aggregated our data 
so that we're better able to introduce new capabilities through time because new applications in essence, need to touch 
fewer parts of the existing system to become operative, and we've got the client data more aggregated. So we've done a 
good job we think, sort of increasing the efficiency and the capability of the underlying infrastructure in addition to doing 
things on the customer side. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
As you think about the remainder of this year and your outlook for 2017, what are your biggest concerns for the Bank's 
performance? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
I would say that the biggest concern is just a curve ball, and some sort of environmental development that we don't 
anticipate that would cause meaningful dislocation in the market, and our ability to predict that I think is no better than the 
ability anyone in the room here would have. And away from that kind of unanticipated event, we have confidence in our 
ability to continue to grow the business. We've talked about that. Each of our operating groups are working hard on 
growing their revenues, growing their customer base and driving positive operating leverage, and we expect to be able to 
move the Bank forward given that focus. And also given the things we're doing on the technology side. 
 
All of that said, higher rates would be nice, and so we'll take higher rates any day we can get them. Our hope is that we do 
get them. And significantly lower for significantly longer would go in the opposite direction for us. 
 
 
 

Audience member 

 
Could you please discuss the improvement in the credit quality, in the Canadian residential mortgage book specifically? I 
know it's been historically at very low loss levels, but I'm talking about the impaired loans were down pretty dramatically, 
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sequentially and year-over-year as well as kind of early-stage delinquencies which may be a little bit counter-intuitive to 
the unemployment picture. 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
So, there are a couple of things going on there. The first is that in the overall portfolio, we're seeing I'd say, mild positive 
migration outside of the energy producing regions and negative migration in the energy producing regions. But the 
province of Alberta is only 18% of GDP. So most of the country has positive migration and that's contributing to the 
positive trend that you see in the disclosure. 
 
There can be a funny issue related to the day that the month-end falls on. And this is a purely technical thing, but when 
the month-end falls on a weekend, you process fewer payments, and you can have a bit of a uptick in your early stage 
delinquencies because of that. So, the early stage numbers can be a little variable just based on that quirk. And I think 
that hurt us a bit last quarter, and contributed to some of the quarter-over-quarter improvement that you've seen. But 
bigger picture, the trends outside of the producing region are mildly positive. The employment picture is stable, so 
consistent with that. And delinquency levels in the producing regions are pretty much playing out as we thought they 
would, and we expected an uptick, we're seeing the uptick. But net-net the overall quality remains high, and the loss rate 
low. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
Any questions? I think we've just run out of time. So, any closing remarks you'd like to make? 
 
 
 

 Tom Flynn  - Bank of Montreal - Chief Financial Officer  

 
Maybe just briefly, I'll just reiterate the comments around the mix of business that we've got. And we do think we have a 
good mix of business for the opportunities in the environment, being overweight in commercial banking, given the 
expectation that it will have a higher growth in Canada and in the U.S. over the next period of time. Wealth is a large 
business for us. We think it's a somewhat under-appreciated business because it's only 20%, but it's still 20%. It has had 
good growth, and we expect that to continue. And we are investing on the technology side, and expect to continue to do 
that while driving positive operating leverage. 
 
So thank you all very much for your time. 
 
 
 

Jason Braunstein - Deutsche Bank – MD, Global Financial Services 

 
Thank you Tom, I appreciate it. 
 
 


